
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

.k * 3; * * 

In the Matter o f :  

THE APPLICATION OF PARK LAKE, 1 
INC., D/B/A PARK LAKE ESTATES ) 
SEWAGE SYSTEM TO PETITION FOR ) CASE NO. 0534  
A RATE ADJUSTMENT 1 

O R D E R  

On June 1, 1982, Park Lake Estates Sewage System ("Park 

Lake") filed an application w i t h  this Commission pursuant to the 

alternative rate adjustment procedure for small utilities ("ARF") 

requesting authority to increase i t s  rates by approximately 

$17,272 annually, an increase of 296 percent. As a part of its 

application Park Lake requested interim rate relief of $11,708 

annually, effective June 30, 1982. On June 22, 1982,, the Com- 

mission suspended the proposed rates  5 months and scheduled a 

hearing on the interim rate request for August  3, 1982, because 

of the extremely poor financial condition of Park Lake and the 

potential for discontinuance of electric service to i t s  sewage 

treatment system for nonpayment of electric bills. 

also requested to impose a surcharge of $3.90 to each customer 

for 3 years to amortke $10,670 of major repafrs which Park Lake 

considers necessary to continue operating the s y s t e m .  Based on 

the determination herein the revenues of Park Lake will increase 

by $11,380 annually, an increase of 195 percent. 

Park Lake 



A public  meeting w a s  held on Ju ly  20, 1982, a t  the Oldham 

County Courthouse i n  LaGrange, Kentucky, f o r  the purpose of re- 

ceiving public comment and testimony with respect t o  the  proposed 

rate adjustment. 

COMMENTARY 

Park Lake is a privately-owned sewage treatment system 

serving 75  r e s i d e n t i a l  customers i n  Park Lake Es ta tes  Subdivision 

of O l d h a m  County, Kentucky. The owner of Park Lake is Mr. Sam 

McBroom who present ly  r e s ides  i n  Seminole, Flor ida.  M r .  Carro l l  

Cogan acts as agent and manager of the system with power t o  make 

management and operat ional  decis ions.  

Park Lake is curren t ly  experiencing severe operating prob- 

lems caused i n  p a r t  by the ina t t en t ion  of the owner t o  the system. 

The sewage treatment p lan t  i s  i n  a s t a t e  of d i s r epa i r  and i n  

violation of environmental po l lu t an t  standards of t h e  Kentucky 

Department for Natural Resources and Environmental Pro tec t ion ,  

Division of Water. The annual reports on f i l e  with t he  Commission 

are incomplete and inaccurate  even followinp extensive e f f o r t s  by 

the Conuniseion staff t o  make correc t ions .  Park Lake is currently 

i n  arrears on its payments fo r  e lec t r ic  service t o  the Louisville 

Gas and Electric Company ("LG6rE") and In jeporady of having i t s  

electric service terminated. The processing of this rate appli- 

ca t ion  has been delayed because of inadequate and untimely responses 

to requests f o r  information. 
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TEST PERIOD 

Park Lake proposed and the Commission has accepted the 12- 

month period ending December 31, 1981, as the test period fo r  

determining the reasonableness of the rate approved herein. 

Appropriate pro forma adjustments have been included for rate- 

making purposes. 

REVENUES AND EXPENSES 

Park Lake proposed several adjustments to revenues and ex- 

penses as reflected in its proposed operating budget included in 

the or ig ina l  application. The Commission is of the opinion that 

the proposed adjustments are generally proper and acceptable €or 

rate-making purposes with the following modifications: 

Operating Contract F e e  

Park Lake proposed to increase its annual expense f o r  

routine maintenance by $2,820. The routine maintenance is pro- 

vided under an operating contract with Andriot-Davidson's Service 

Company, Ine. 

increase in the level of maintenance performed under the contract. 

However, there is no documentation in the record in this case 

which reflects that the owner of Park Lake has authorized the 

increased level of routine maintenance and the increased monthly 

fee. Therefore, the proposed adjustment has not been included 

herein for rate-making purposes. 

Purchased Power Expense 

The proposed increase in expense was based on an 

Park Lake propoeed to increase the purchased power expense 

by $367 based on an e s t h a t e d  increase in the cost  of electricity. 



The Commission has decreased t h i s  adjustment by $176 t o  r e f l e c t  

the  annual cos t  of e lec t r ic i ty  based on the current  rates of 

u=6rE=. 

C h e m i c a l s  

The proposed operating budget did no t  include chemicals 

expense. However, t he  I981 annual repor t  contained $400 i n  

chemicals expense. A t  the hearing, M r .  Cogan stated that Park 

Lake should incur an expense of approximately $2,400 annually f o r  
(1) . ,  

chemicals. 

invoices fo r  t h e  chemicals ac tua l ly  purchased during the  test  

year.  Park Lake filed various bills from September 1980 to A p r i l  

1982 from t w o  d i f f e r e n t  s u p p l i e r s , t o t a l l i n g  $863. The Commission 

f inds  no conclusive evidence i n  the record i n  t h i s  case to sup- 

por t  the proposed annual expense of $2,400. Therefore, the 

Commission will include the  expense ac tua l ly  incurred during the 

The Commission requested t h a t  Park Lake provide 

test period of $400 for rate-making purposes herein. 

Maintenance and Repairs Expense 

Park Lake proposed t o  increase i t s  maintenance and repairs 

expense by $2,200. The Commission requested a de ta i l ed  analysis 

of the t e s t  year maintenance and r epa i r s  expense of $2,000 shown 

in t he  1981 Annual Report. Park Lake provided a list, by d a t e  

from November 1976 to April 1982, which included various r epa i r s .  

No d o l l a r  amounts were given €or many of t h e  repairs listed. 

~~ ~~~~~ ~ 

(I) Transcr ipt  of Evidence, August  3 ,  1982, pages 38 and 39. 
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Only one item included on the list was for the t e s t  period, and 

no dollar amount was given. 

The ConmissLon is of the opinion that the $2,000 of actual 

mair,tenance and repairseexpense reported in the 1981 annual 

report has not been supported by the evFdence of record in this 

case, it is not unreasonable for a utility of this s ize .  More- 

over, it is obvious to the Commission that the Park Lake sewerage 

facilities are in a bad state of repair and that some funds must 

be generated internally to repair and maintain the system. 

Therefore the $2,000 of maintenance and repairs expense reported 

in the 1981 annual report has been included herein for rate- 

making purposes. 

Collection Expense 

Park Lake proposed to increase the collection expense by 

$270. The Louisville Water Company is responsible for the billing 

and collecting of revenues f r o m  the customers of Park Lake. In 

projecting this expense Park Lake injected an estimated water 

charge and the s e w e r  rate proposed in the original application 

into the formula used by Louisville Water Company to calculate 

the collection charge. 

culation to include the rate allowed herein which results in an 

annual collection expense of $788. 

The Commission has modified this  cal- 
(2) 

(2) 1.56 X Sewer Charge X Number of Customers. 
water Charge & S e w e r  Charge 
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Deprecfation Expense 

Park Lake reported a c t u a l  depreciat ion expense f o r  the 

test year  of $5,385. The Commission f inds  t h a t  depreciat ion ex- 

pense should be computed f o r  rate-making purposes on the  b a s i s  of 

the original c o s t  of t h e  p l an t  i n  service less contributions in 

aid of Construction. The record herein reflects that t he  level 

of contr ibut ions i n  a i d  of construct ion a t  the end of the t e s t  

period was $87,228 which is approximately 54 percent oE the t o t a l  

c o s t  of u t i l i t y  p l an t  i n  service. This r e s u l t s  in a reduction t o  

depreciat ion expense of $2,933. 

The Commission has fu r the r  adjusted depreciat ion expense 

by $760 t o  exclude depreciat ion expense on the excess capacity of 

the system.  

80,000 gal lons per day (“GPD”) and the demand on the  system is 

approximately 30,000 GPD. Since the p l an t  w i l l  be able t o  accom- 

modate new customers i n  t h e  foreseeable  f u t u r e ,  the present  users  

of the system should not  pay the  t o t a l  cos t  o f  t h i s  excess capacity. 

The Commission has decided i n  fairness t o  a l l  p a r t i e s  concerned 

t h a t  t h e  cos ts  associated with the  excess capacity should be 

shared equally by the owner and the ratepayers. 

The capacity of the Park Lake treatment p l an t  is 
(3)  

Annual deprecfation expense a f t e r  the adjustments for con- 

t r i bu t ions  i n  a i d  of construct ion and excess capaci ty  is $1,692.  

(3) 80,000 GPD - 30,000 GPD P 5 0 , 0 0 0  GPD 80,000 GPD - .62. 
$5 ,385  - $2,933 (Contributions) = $ 2 , 4 5 2  x .62 e 2 9 $760. 
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Other Tax Expense 

Park Lake proposed an adjustment of $240 to increase the 
expenses for taxes other than income tax. 

quested t ha t  Park Lake provfde documentation of the proposed 

increase and no evidence was supplied. Therefore, the Commission 

The Commission re- 

has excluded the proposed  adjustments. 

Income Tax Expense 

Park Lake proposed an adjustment to increase i t s  income 
tax expense by $700. 

$388 f o r  federal and state income taxes based on the level of net 

income allowed herein and the applicable federal and state income 

tax rate. 

The Commission has allowed a provision of 

Quarterly Testing Expense 

Park Lake proposed an expense of $440 €or quarterly testing 
required by the Environmental Protectlon Agency. 

Mr. Larry Smither, Vice President and General Manager of Andriot- 

Dauidson's Service Company, indicated t h a t  the correct cost for 

the test; was  $115 per quarter rather than the $110 used in preparing 

the proposed operating budget in the original application. 

Based on the $115  per quarter charge, the Commiesion has included 

herein an annual expense of $460. 

Testimony by 

( 4 )  

Insurance Expense 

Park Lake proposed an adjustment to increase annual opera- 

t ing expenses by $300 f o r  l i a b i l i t y  and property insurance on the 

(4) Transcript of Evidence, August 3 ,  1982, page 8 .  
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system. In response to a request for information by the Commis- 

sion at the public hearing on August 3, 1982, Park Lake submitted 

a letter from the Sterling G. Thompson Company stating that the 

charge for insurance coverage of the Park Lake sewage treatment 

facility would be $529 annually. The Commission has,  therefore, 

included $529 for insurance expense herein. 

Office Rent and Management Fee 

Park Lake proposed adjustments to include office rent of 

$300 and a management: fee of $1,800 in operating expenses. The 

Commission has reviewed the overall level of operating expenses 

of Park Lake, the management and supervision of the physical 

plant and the financlal condition of the system. 

year no c o s t s  were incurred by Park Lake f o r  these items, and no 

evidence was included in this case which reflects that Park Lake 

has entered in to  an operating contract w h i c h  includes these fees. 

Moreoverat the record indicates that although the owner of Park 

Lake has authorized Mr. Cogan to act as his agent, M r .  Cogan's 

actual authority i s  l i m i t e d  in many respects and many of the 

decisions are made by the owner. Therefore, the Commission has 

denied this proposed adjustment for rate-making' purposes herein. 

During the t e s t  

The effect of the allowed adjustments on the operations of 

Park Lake is as follows: 

Actual 
Test Period 

5 ,  a42 
14,788 

Operating Revenues $ 
Operating Expenses 

N e t  Income $ (8,946) 

Fro forma 
Adjustments 

0 
367 

$ 

s (367) 

A d j  us t e d  
T e s t  Year 

$ 5 , 8 4 2  
15,373 

9 (9,531) 
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REVENUE REQUIREMENTS 
(5) 

The Commission is of the opinion tha t  the operating r a t i o  

of 88 percent proposed by Park Lake is  fair, j u s t  and reasonable 

and should be used i n  t h i s  case. 

i t s  operating expenses, make the  major r e p a i r s  t h a t  have been 

found necessary, and provide a reasonable r e tu rn  t o  i t s  owner. 

Therefore, the Commission f inds  that  Park Lake is e n t i t l e d  t o  in- 

crease i t s  rate t o  produce t o t a l  revenues of $17,469 which w i l l  

require  an increase i n  revenues of $11,627 annually.  

It  w i l l  permi t  Park Lake t o  pay 

SURCHARGE 

Park Lake proposed t o  include as a p a r t  of i t s  monthly 

rates f o r  service a surcharge of $3.90 f o r  3 years t o  recover the 

estimated cost of major r e p a i r s  t o  t h e  sewage treatment p l a n t .  

The Commission does no t  take i s sue  with the necess i ty  of these 

repairs. It does, however, take i s sue  with the  method of funding 

these repairs. Under normal operating condi t ions,  prudent manage- 

ment would a t t e m p t  t o  maintain i t s  p lan t  i n  order t o  maximize the  

useful  l i f e  of the  fac i l i t i es  and to r e a l i z e  the  ul t imate  r e tu rn  

on investment. In  t h i s  case,  however, t he  plant has been tn-  

adequately maintained through t he  negligence of Park Lake's owner 

and management. The customers of Park Lake have paid  the cost of 

a large port ion of t he  sewage treatment p lan t  and r e l a t e d  faci l i t ies  

through the price paid f o r  the l a te  served by the sewage s y s t e m .  

( 5 )  Operatlng Ratio = Operating Expense + Depreciation + Taxes 
Gross Revenue 
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The Comission f inds  no evidence t h a t  could lead i t  t o  conclude 

that t h e  operations of the system w i l l  improve. Moreover, i f  t h e  

customers of Park Lake are required to supply additional cap i t a l  

t o  Park Lake through a surcharge the owner will continue t o  have 

l i t t l e  a t  stake, and w e  may be assured of continued inadequate 

operations.  Therefore, the Commission is  of the opinion that the 

proposed surcharge should be denied. 

OTHER ISSUES 

The Commission i s  very concerned about t he  amount of 

increase it must allow i n  this case and the impact of t h i s  in-  

crease on the  customers of Park Lake. The record i n  t h i s  case 

shows t h a t  t he  l e v e l  of expense as allowed herein is required to 

operate Park Lake on a sound f inanc ia l  basis, even though this 

level of expense i s  approximately three t i m e s  the amount of 

annual revenue provided by the old rate of $6.50. The f u t u r e  of 

Park Lake i s  dependent upon major improvements i n  the management 

of the revenues provided by the  customers. The physical plant 

must also be maintained i n  good working order and the require-  

ments of governmental environmental protect ion agencies must be 

met. 

The customers have a vested interest i n  the  r e l i a b l e ,  

e f f i c i e n t ,  continued operation of Park Lake. Because of this 

i n t e r e s t ,  the Comiesion is of the opinion that a C u s t o m e r  

Council should be formed t o  work w i t h  the management of Park Lake 

and a s s i s t  i n  w h a t e v e r  way practical t o  s e e  t h a t  the  addi t iona l  

revenues allowed i n  t h i s  case are u t i l i z e d  i n  the most e f f i c i e n t  



. .  

way, that the physical plant i s  maintained in good working order, 

and that costs do not increase more than necessary. 

Members of the Customer Council should be elected by the 

customers of Park Lake. Once formed, the council should be the 

liaison between Park Lake and its customers, keeping both in- 

formed of progress toward achieving the ultimate goal of re l i -  

able, efficient, cost-effective operations and service at the 

lowest possible rate. Park Lake should schedule per iod ic  meetings 

with this council and communicate as often as necessary to keep 

the customers informed. Initially, Park Lake should inform its 

customers of its desire to work with the council and assist in 

its implementation. 

SUMMARY 

The Commission having considered the evidence of record 

and being advised, is of the opinion and finds t h a t :  

(1) The rate in Appendix A i s  the fair, just and reason- 

able  rate for Park Lake and will produce annual revenue from 

customers of approximately $17,469 and should be approved. 
revenue will be sufficient to meet Park Lake's operating expenses 

found reasonable for rate-making purposes, make the major repairs 

that have been found to be necessary, and provide a reasonable 

return to the owner. 

This 

(2) The r a t e s  proposed by Park Lake would produce revenue 

in excess of that found reasonable herein and should be denfed 

upon application of KRS 278.030. 
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(3)  The surcharge proposed by Park Lake would produce 

revenue in excess of that found to be necessary and should be 

denied. 

(4) Park Lake should inform i t s  customers through a 

d i r e c t  mailing, of this Commission's wishes that a customer 

council be formed to work with Park Lake i n  improving the overall 

operations,  and the financial condition of the u t i l i t y .  

?ark Lake 8 W d  make a diligent effort to see that ( 5 )  

the Customer Council i s  formed and to  work with that council in 

the manner prescribed i n  th i s  Order. 

IT IS TiEREFORE ORDERED that the rate in Appendix A b e  and 

i t  hereby is approved for service rendered by Park Lake on and 

after December 1, 1982. 

IT IS FURTHER ORDERED that the rate proposed by Park Lake 

be and i t  hereby i s  denied. 

IT IS FURTHER ORDERED that  the surcharge proposed by Park 

Lake be  and it  hereby i s  denied.  

IT IS FURTHER ORDERED t h a t  within 30 days from the date of 

this Order Park Lake shall file with the Commission i t s  revised 

tariff sheet setting out the rate approved herein. 

Done a t  Frankfort, Kentucky, this 7th day of December, 1982. 

PUBLLC SERVICE COMMISSION 

ATTEST : 

* 
. Secretary 

D i k e  Chairmad 

Commissioner 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
C0MMSSIr)N IF? CASE NO, 8534 9ATED DECEMBER 7 ,  1982 

The following rate is perscribed for all customers in 

the area served by Park Lake Estates Sewage System in Jefferson 

County, Kentucky. All other rates and charges no t  specif ical ly  

mentioned herein shall remain the same as those in effect  under 

authority of the Commission prior to the date of this Order, 

RATE: Monthly 

Single Family Residential 

- 
S 19.15 per restdence 


